RUSSIA

In 1998, the U.S. trade deficit with Russawas $2.1 hillion, an increase of $ 1.1 hillion from the 1997 deficit of
$1.0 billion. U.S. merchandise exports to Russawere $3.6 billion, an increase of $296 million (9.0 percent) from
the level of U.S. exportsin 1997. Russawas the United States 32nd largest export market in 1998. U.S. imports
from Russia accounted for approximately $5.7 billion in 1998, an increase of $1.4 hillion (33.7 percent) from the
1997 imports. The stock of U.S. foreign direct investment in Russiain 1997 was $1.9 hillion, an increase of 42.9
percent from 1996.

The U.S--Russa Trade Agreement governs dl trade rel ations between the United States and Russa. The USSR
sgned the agreement in June 1990 and it was gpproved by the U.S. Congressin November 1991. The agreement,
however, never reached rdtification during the existence of the USSR, but the United States offered the agreement
(with minor technical changes) to each of the emerging states of the former Soviet Union. Russias parliament
approved the agreement, making it possible for the United States to extend Most-Favored-Nation (now Normal-
Trading Relations or NTR) satusto Russiaon June 17,1992. Russaisin the process of negotiating terms of
accession to the World Trade Organization (WTO).

IMPORT POLICIES

Imposition of Russian import duties, a 20 percent vaue-added tax charged on most imported goods (sdected food
products are exempt or assessed at 10 percent), excise taxes assessed on imported goods (especially automobiles,
cigarettes, acoholic beverages, aircraft) and a burdensome import licensing regime for dcohol combine to depress
Russian demand for imports. Frequent and unpredictable changesin Russian customs regul ations have created
problems for foreign and domegtic trade and investment. However, at the end of 1998, the most Significant
barriersto U.S. exports were the result of the difficult economic situation in Russia subsegquent to the August
1998 financid criss. The steep devauation of the ruble during the second half of 1998 -- itsdlf a product of the
financia crids -- has produced a concomitant contraction in Russian purchasing power. Other sgnificant
negdtive reverberaionsin the foreign trading environment include the reduced availahility of trade and non-trade
finance, disruption to the distribution chain, and chronic payment/clearance problems.

Since 1995, Russian tariffs have generdly ranged from five to thirty percent, with atrade-weighted average in the
range of 13 to 15 percent. In addition, excise and value-added taxes (VAT) are gpplied to selected imports. The
VAT, which is gpplied to the price of the import plusitstariff, is currently 20 percent with the exception of some
food products. In Jduly 1998, the VAT rose 10 to 20 percent for many agricultura goods. In addition, atemporary
three-percentage point tariff surcharge on al goods was enacted in August 1998 as a baance of payment and
revenue measure, to be effective from August 15, 1998 until the end of 1999. In 1997 and 1998, new combined
customs duties (imposing minimum import tariffs) were introduced on various meat products, processed cheese,
bottled water, cassettes, leather goods, wall coverings, appard, mattresses, and manufactured goods such as audio
and video.

Financid sector difficulties and the ruble devaluation in September and October 1998 resulted in a sharp decline
of food imports. Russia reacted with the announcement of several measures affecting the import of staple food
products and inputs used by the food processing industry. These measuresinclude: a cancellation of the three
percent surcharge; arollback of the vat increase; and cuts in customs duties. Importers from the
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United States have experienced delays and unexpected costs due to individud interpretation of Russan customs
codes by each port of entry.

Russan tariffs that particularly hinder U.S. exports include those on autos (where combined tariffs and engine
displacement-weighted excise duties can raise prices of larger U.S.-made passenger cars and sport utility vehicles
by over 70 percent), certain semiconductor products, aircraft and some aircraft components (for which tariffs are
st at 30 percent), and wood product (tariffs of 20 percent). A Russian resolution made in July 1998, waives
arcraft import tariffs for Russan airlines (contingent on those airlines purchases of Russian-made aircraft).
During the course of 1998, tariff waivers were granted to Aeroflot for purchases of foreign aircraft.

Russa maintains high tariffs and excise taxes on imported spirits. 1n 1997, Russa indituted an extensive
regulatory system for alcohol product import and sdle. U.S. exports of distilled spirits consequently dropped from
USD 23 million in 1996 to only USD 8 million in 1997. The prices of acohoal licenses and annual import license
feeswere raised in 1998. The annual import license fees were raised to 30 times higher than the corresponding
feesfor domestic product licenses. U.S. exporters dso complained that the strip slamp requirement, used to show
that an excise duty has been paid, has not been gpplied equally to domestic producers and that excise taxation
itsdf is often discriminatory.

On November 1, 1998, the Russan Government began tightening restrictions on the marketing of acohol by
implementing Resolution 1159. The new regulations envisage a tate monopoly on the manufacture and state
control of the digtribution of acohol over 27 proof. There are numerous local redtrictions on the marketing of
acohoal, including the prohibition of sde of hard liquor in open air marketsin Moscow. In January 1999, a new
law on gtate regulation of acohol and acohalic production was signed by the President. The new law establishes
new barriersto trade in this sector, including: (1) imports of acoholic products (other than wine, cognac and
brandy, and beer) are to be limited to 10 percent of annua consumption; and (2) the law establishes extremdy
onerous conditions for obtaining import licenses. This legidation clearly aimed at protecting the domestic
industry. The Russan Government also submitted a new draft law to the Duma that would ban the import of
ethyl (pure) acohal for three yearsin order to increase government revenues from domestic production and to
control the quaity of product. Trade officials expect speedy passage of this proposed law.

Import licenses are now also required for color tv's, sugar, leaf tobacco and tobacco products, combat and
sporting weapons, self-defense articles, explogves, military and ciphering equipment, encryption software and
related equipment, radioactive materials and waste including uranium, strong poisons and narcotics, and precious
metals, aloysand sones.  Russais increasingly resorting to "automatic” licenang regimesin an effort to cut
down on smuggled imports that evade payment of customs duties and related taxes.

U.S. poultry exports to Russia, which account for over one-third of total U.S. exports of this product, remain
somewhat sengtive. In 1998, the Russian poultry industry informally requested initiation of a safeguard action
againgt imported poultry, under Russas new trade remedies law. However, by the end of 1998, no formal
request had been submitted and therefore no case had been initiated.

In early 1997, the Ministry of Communications circulated a regulation entitled Order No. 8, which limits Russan
purchases of foreign-made switchgear. The order is ambiguous and may be withdrawn in the future. Until that
time, it threatens to redtrict access to the Russian market for this equipment. The order forces the 86 regiona
companies in the Svyazinvest group to give preference to Russan-made digital switching equipment. Thereisno
technical reason for this requirement.
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STANDARDS, TESTING, LABELING AND CERTIFICATION

U.S. companies continue to report that Russian procedures for certifying imported products and equipment are
non-transparent, expengve, and besat by redundancies. Russian regulatory bodies generdly refuse to accept
foreign testing centers data or certificates. U.S. firms active in Russia have complained of limited opportunity to
comment on proposed changes in sandards or certification requirements before the changes are implemented,
athough Russian slandards and certifications bodies have begun to work closdly with the American Chamber of
Commercein Russato provide relevant information. Occasiond jurisdictiona overlap and disputes between
different regulatory bodies compound certification problems. In 1998, the Russian Government made operationa
itsinquiry point for regulations covered by the Technical Barriersto Trade (TBT) agreement in the World Trade
Organization (WTO). On Jduly 31, 1998, new amendmentsto Russid s law on certification of products and
sarvices went into effect which generally meet requirements of the TBT agreement. The law dlows for
manufacturer declaration of conformity for a limited number of products. However, this option is not yet available
in practice.

The current Russian product certification regime makes it difficult to get products into the Russian market and
crestes barriers to Russian exports aswell. Manufacturers of telecommunications equipment, construction
materials and equipment, and oil and gas equipment continue to report serious difficulties in obtaining product
gpprovals. Certification is a particularly costly and prolonged procedure for telecommunications equipment.
Telecom equipment is tested for compliance with standards established by both Gosstandart and the State
Committee on Communications (Gostelkom). This process typically takes 12-18 months. Sdif certification by
manufacturersis currently not possible. Order 113, introduced by Gostelkom in July 1998, requires dl mobile
communications sysemsin Russa to convert to the Russan glonass system by July 1999. Thiswill require
costly reconfiguration of systems by U.S. telecommunications companies to maintain access to the Russian
market.

Requirements of the Russian Veterinary Department are burdensome and sometimes of questionable scientific or
food safety value. As Russialooksto WTO accesson, the Veterinary Department will need to develop amore
transparent, science-based and WTO-consigtent food inspection system. In 1998, biotech food products attracted
the attention and increased scrutiny of Russian import authorities. Selected products were required to undergo
private-sector-funded government tests in order to maintain necessary certification to remain on the market.
Companies were required to fund food safety studies of questionable merit conducted by the Indtitute of Nutrition
in order to receive necessary certification from the Hedth Minigtry. In late 1998, the interministeria government
commisson respongble for issues related to genetic engineering began to form working groups to examine issues
related to biotech including food safety.

Technica level discussions on phytosanitary import requirements for planting seeds have resulted in a positive
change in the Russian Government pogition, making it possible to import U.S. corn and soybean seeds.

Russian agencies have begun requiring use of holographic marks of conformity on a smal number of goods and
on copies of certification documents. Foreign businesses have complained that the requirement is costly and
unnecessary, involves unclear rules, and that Gosstandart has not coordinated sufficiently with the Customs
Sarvice.
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GOVERNMENT PROCUREMENT

The Russan Government has virtually diminated the Soviet practice of centralized imports through state-owned
foreign trading companies. Some large-scae trade dedls for State needs (such as a recent food for natural gas debt
ded between Russa and Belarus) il take place. Typicdly, however, the government awards the right to
implement such dedls on its behdf to private or quasi-private trading houses.

Russian ministries and government agencies are frequent purchasers of equipment, goods and services for their
own needs or for the needs of various domestic organizations or groups (i.e., the military, regional hedth
organizations, or population centers located in remote areas). In April 1997, the government established
procedures for public tenders for some government procurement. A government procurement bill, based on
competitive bidding, is aso being consdered in the Duma. Domestic suppliers currently are not accorded many
officid advantages or privilegesin competing for government procurement. Nonetheless, the Russan
government's strong political bias toward supporting domestic industries may work in favor of Russian suppliers.
An example of such bias occurred in 1997 when government agencies were directed to use only domestic
automobiles (a program which ran into problems and is currently not gtrictly enforced).

On January 13, 1999, an amendment to the Federd Law on Communications went into effect , which appearsto
vaguely exhort government agencies purchasgng communications equipment in efforts to give priority to sysems
using Russan- produced equipment. The impact on U.S. exports will depend on implementation of the new law;
U.S. companies are not currently expecting a large impact.

EXPORT SUBSIDIES

The Russian government's industrid policy guidelines emphasize export promotion and import subgtitution. In
practice, there has been limited budgetary funding for such projects, and the programs that do exist are designed
to provide support to industries which export, rather than targeted export subsidies. Russia has no explicit export
subsidies on agricultura products.

LACK OF INTELLECTUAL PROPERTY PROTECTION

Edtimated losses to U.S. indusiry due to intdllectua property piracy exceeded one billion dollarsin 1998,
according to industry sources. During the summer of 1998, the U.S. motion picture indusiry estimates that video
piracy in Russarose by 20-30 percent to approximately 80 percent, in the aftermath of the financia criss.

With the exception of retroactive protection of copyrights, the Russian Government has made considerable
progress in congtructing a legd framework to bring Russia up to world standards in the area of intellectua
property protection. Since 1992, Russia has enacted generdly acceptable laws on trademarks and gppellations of
origins, patents, and protection of semiconductor chips, computer software, and copyrights. Russiais a member
of the Paris Convention, the Universal Copyright Convention and other mgjor multilateral intellectua property
conventions. In 1995, Russia acceded to the Berne and Geneva Conventions. The U.S.-Russa bilaterd trade
agreement also requires Russia to provide protection for intellectud property. Russaisin the process of joining
the WTO, and as a new member will be required to meet obligations under the WTO's Trade Related Aspects of
Intellectual Property Rights (TRIPs) immediately upon accession.
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U.S. industry remains very concerned by the lack of effective anti-piracy action by Russian law enforcement
agencies. Strengthened crimind pendlties for IPR infringement went into effect January 1, 1997. But, while the
Russian Government has begun to pay more attention to enforcement, there are il disappointingly few casesin
which these pendties have been applied. Asthe estimated |osses attest, piracy of U.S. video cassettes, films,
music recordings, books, and computer software is extensve in Russa. Some U.S. companies have had difficulty
registering well-known marks. Adminidrative and judicid review bodies are only beginning to become active in
IPR protection. The U.S. industry believes that &t the prosecutoria and judicia levels, officias often do not
consder copyright infringements to be serious offenses and thus do not issue gppropriate levels of pendties.

U.S. investors aso congder the Russian court system to be unprepared to handle sophisticated patent cases.
However, a higher patent chamber has been established at the Russian Patent and Trademark Agency which
should bring greater expertise and efficiency to resolution of trademark and patent disputes.. The U.S-Russa
bilateral trade agreement callsfor a Side letter on mutually acceptable provisons on compulsory licensng. The
text of aletter was agreed upon in September 1997, however the Russian Government has not signed the sde
|etter.

SERVICES BARRIERS

Discrimination againg foreign providers of non-financia services are not so much the result of federd law, as
abuse of power, sub-nationa regulations, and practices that may even violate Russian law. For example, foreign
providers of services have sometimes noted discrimination in obtaining licenses from loca authorities and often
pay fees many times more than those paid by domestic companies.

The federd law on "Banks and Banking Activity of 1996" permits foreign banks to establish branches or
subsidiariesin Russa. The law alows the Central Bank to impose a ceiling on the total amount of foreign bank
capitd as a percentage of the total bank capital in Russa Foreign banks share of the totd capital isaround 4
percent, well below the current 12 percent ceiling. In May 1997, the CBR announced new regulations requiring
foreign banks to have aminimum of ECU10 million (about USD 11.5 million) in capita and to have &t least 75
percent of its employees and 50 percent of its management board of Russian nationality. Heads of Russian
officesin foreign banks are required to be proficient in the Russan language. In early 1998, the Russan
Government enacted insurance law amendments which will prevent foreign-licensed insurers from insuring the
property of Russan companies and individuals. Foreign insurers are now limited to re-insurance and mutual
insurance for Russan companies. Foreign firms can hold 49 percent stakes in joint ventures with Russian
insurers. However, adraft bill pending in the legidature seeks to impose a 15 percent cap on foreign ownership in
this sector, as awhole. In 1998, firms with foreign capita encountered difficulties in offering travel insurance
coverage.

In October 1998, the Presdent vetoed draft Russian legidation that would have limited market access for foreign
investors in the tourism sector. However, supporters of the bill may try to override the veto or to redraft parts of
the bill in order to gain government support.

New tax regulations went into effect January 13, 1999, that provide tax breaks to the Russian film industry until
January 1, 2001. Contracts for production, printing and showing of Russian movies (which include the sdle of
copyrights) will be exempt from the 20 percent value added tax. To qudify as Russan movies, afilm must be
produced and directed by Russian citizens/companies, have foreign investiment of no more than 30 percent and use
a crew made up of no more than 30 percent foreign nationals. Fifty percent of the budget must

Foreign Trade Barriers 369



Russia

be spent in Russia, and the film must use the Russian language or another language spoken in the Russian
Federation. Invesmentsin film production, distribution, and the construction and refurbishment of movie
theeters, will be exempt from the profit tax. According to press reports, the draft 1999 budget also dlocates 264
million rubles (about USD 12 million) for direct support to the film industry.

INVESTMENT BARRIERS

A Bilatera Investment Tresty (BIT) was sgned between the United States and Russiain June 1992. The tregty
was gpproved by the U.S. Senate in October of the same year, but it will not enter into force until approved by the
Russian Duma.

Foreign investorsin Russia have indicated their greatest concern is the legal system, particularly shareholders
rights and wesk contract law. Some court decisons that favor western investor have not been implemented. In
addition, as projects generdly require federd, regiona and local approvd, the vagueness of existing laws causes
different interpretations and conflicting requirements at the different levels. In 1997, the Prime Minister created
an Interministerid Commission on Shareholders Rights to improve government coordination in deding with
investment disputes.

Failure to pass afedera land code that alows purchase and sdle of red property has posed problems for
investorsin some regions of Russa. This controversid bill has been stymied for five years by the Dumas
objections to private ownership, buying and sdlling of farmland, and fears that land holdings will be concentrated
inasmal number of hands. Despite many hopes, the latest version of the law was rejected by the Duma, on
December 23, 1998. The Duma must now redraft the legidation and pass it through three readings. Some regions
aremoving to alow land ownership and sale within their own borders, including Saratov, Samara and the city of
Maoscow. These loca developments may mitigate the problems reated to real estate holdings for foreign investors.

Economic disincentives are dso a key concern foreign investors, particularly with regard to the Russan tax
system. Under Present legidation in Russia, businesses rather than individuals carry the brunt of the tax burden.
Russas draft tax code attempts to address this and other problems; if passed in full, it should smplify the tax
system and in some cases reduce the overall tax burden on businesses operating in Russa. Part | of the tax code
was passed in uly 1998; the legidatureis currently considering part I1, which will define the rates for specific
taxes. Crime and corruption in commercia transactions and problems with the implementation of customs
regulaions aso inhibit invesment.

In December 1998, the Russan Duma passed the long-awaited amendments to the Production Sharing
Agreement Law. The amendments were sgned into law on January 8. These bills are consdered necessary
prerequisites to large-scae investment in the Russian oil and gas sectors, athough conditionsin the world ail
market may limit the amount of new investment in the near term. The new legidation increases the local -content
requirement for equipment to 70 percent and requires 80 percent local labor. There is no reference to the period in
which these targets must be achieved, and U.S. companies believe they will be workable provided that subsequent
regulations are written in an appropriately flexible way by the Government of Russa.

Regarding purely financid disncentives, most foreign investors cite concerns about profit repatriation. Thisis
especially true with regard to ongoing negotiations to restructure Russia's domestic debt, after a default in August
1998 brought on by the financid criss. Although Russia assumed obligetions under article VIII of its IMF
Treaty to permit the free flow of capita, the Centrd Bank has gradualy been imposing increasing
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controls on capita flows. Such measures include increasing the percentage of export proceeds which must be
repatriated (from 50 to 75 percent) and decreasing the time for repatriation (from 14 to 7 days). The Central
Bank has also ingtituted dua foreign currency trading sessions, with a gpecia sesson in the morning for importers
and an afternoon session for "speculators”  There has been some divergence in exchange rates between the two
LSI0NS,

For those investors interested in exporting their product overseas, temporary export taxes adopted in January
1999, as revenue measures designed to capture a portion of the windfal profits from the devaluation of the ruble,
may aso act asadisncentive. Ten percent export tariffs are levied on the export of scrap from seven metals -
copper, nicke, duminum, lead, zinc, cobat and titanium - as well as sunflower seeds, rapeseed, soybeans, raw
hides and tanned legther, and certain logs (0ak, beech, ash). A five percent export tax will be levied on natura
gas, refined copper and copper products, nickel ore, nickel and nickdl products and fud oil. The government is
aso consdering afive percent export tax on crude oil exports. The fact that Russa collects VAT on exports at
the point of sdle in Russa means that these Russan-sourced exports to other countries which collect VAT from
the fina customer are burdened with a double VAT tax burden.

In July 1998, the President vetoed a bill containing amendments to the Russan Law on Foreign Invesments. The
bill included provisons creeting incentives for large projects (which meet certain criteria such as export

orientation or import substitution) and has regigtration requirements for foreign direct invesments. The Duma has
formed a reconciliation committee to try to rework the law to respond to the President's concerns. In addition, the

government is congdering proposals to provide tax incentivesto large investors.

A Presdentid decree sgned in early 1998 provides investment incentives for large investments in the auto
industry that meet local content requirements. Although the decree is technically Hill in place, its implementation
has been on hold since the onset of the economic criss. Resolution 1235 of October 1998 dlows companies to
postpone payment of customs duties and related taxes for up to two years, for products withdrawn from customs
warehouses by December 31, 1998. There are no discriminatory aspects to this temporary crissrelief measure,
but these tax benefits may be consdered a subsidy under World Trade Organization rulesif the beneficiaries
export their products.

Aircraft

Russan tariffs on imported aircraft were raised from 15 to 50 percent in March 1994, and then lowered to the ill
prohibitive level of 30 percent in 1995. On January 30, 1996, Vice Presdent Gore and Russian Prime Minister
Chernomyrdin concluded ajoint Memorandum of Understanding (MOU) that addresses U.S. concerns about
barriers to the Russan civil aircraft market and the application of internationa trade rules to the Russian aircraft
sector. The MOU dates that U.S. aircraft manufacturers will be able to participate in the Russian market and
shareinitsgrowth. The MOU aso makes clear that the Russian aircraft industry will in time be fully integrated
into the international economy. Russia pledged to undertake the same internationd trade principles as the United
States and many others.

In the interim before Russia accepts its full internationa trade obligations, the MOU commits Russia to take
seps, such as the granting of tariff waivers, to enable Russian airlines to meet their needs for non-Russan aircraft
on anon-discriminatory bass. On July 7, 1998, the Russian Government issued Resolution 716 which requires
Russan airlines to commiit to the purchase or lease of Russan made aircraft in order to receive duty reductions
and exemptions for foreign aircraft acquisitions. During the course of 1998, tariff waivers were granted to
Aeroflot for purchases of foreign aircraft under these conditions.
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On January 8, 1998, afederal law on date regulation of the development of aviation was Sgned. The law
dtipulates preferentia treatment (tax holidays, guarantees on investment) for Russian and foreign investorsin
avidion-related research and manufacturing ventures. The law limits the share of foreign capita in aviation
enterprises to less than 25 percent and requires that board members and senior management staff be Russian
citizens.

ELECTRONIC COMMERCE

The Civil Code of the Russian Federation explicitly alows dectronic commerce as aform of transaction.
According to Russan industry sources, the key legd obstacle is the aosence of a government body to provide
licenses to dectronic commerce businesses that would alow them to issue digitd certificates for protection of
on-line payments using credit cards. Russian companies hope to convince the State Committee on
Communications to accept the role of alicenang body to certify authorities. In the interim, e-commerce
transactions are either prepaid or involve payment upon ddivery of the goods.
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